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INTRODUCTION 

This  paper  presents  an  overview  of  pay  philosophy  and  the  legal 
requirements  affecting  pay  (Section  1),  a  description  of  the 
impact  of  the  development  of  the  State  system  (Section  2), 
recommendations  and  options  for  improvement  (Section  3),  and 
sample  pay  systems  (Section  4). 

SECTION  1 
Legal  Requirements  and  Pay  Philosophy 

Legal  Requirements 

Other  than  minimum  wage  laws  and  requirements  for  paying 
overtime,  two  federal  laws  must  be  considered  by  government  pay 
administrators. 

The  first  is  the  Equal  Pay  Act  of  1953,  an  amendment  to  the  Fair 
Labor  Standards  Act.   This  law  prohibited  pay  differentials  based 
on  sex.   Currently,  these  differentials  refer  to  jobs  that  are 
not  only  identical  but  substantially  similar.   For  example, 
housekeepers  must  receive  the  same  pay  treatment  as  custodians. 
In  recent  years,  there  has  been  an  emergence  of  advocates  that 
the  definition  should  be  extended  to  include  jobs  of  comparable 
worth.   For  example,  nurses  should  receive  the  same  pay 
opportunity  as  engineers. 

The  second  is  the  Age  Discrimination  in  Employment  Act  of  1957, 
which  became  applicable  to  government  jurisdictions  in  1974. 
This  act  prohibits  the  use  of  age  differences  as  a  basis  for  pay 
discrimination.   This  does  not  preclude  the  state  from  paying 
more  for  time  in  the  job.   However,  it  does  prohibit  the 
exclusion  of  employees  from  pension  or  benefit  coverage  when  age 
is  the  basis  for  such  exclusion.  (1) 

Pay  Philosophy 

In  any  organization,  someone  must  decide  either  overtly  or 
covertly  what  the  organization's  goals  and  objectives  are.   Then, 
the  organization  must  determine  what  duties  must  be  performed  in 
order  to  accomplish  these  goals  and  objectives.   Finally,  the 
organization  should  be  structured  and  duties  assigned  to 
positions  to  most  effectively  and  efficiently  accomplish  the 
established  goals  and  objectives.   While  assigning  duties, 
management  should  consider  how  much  it  will  cost  to  hire, 
motivate,  and  keep  (for  as  long  as  needed)  people  with  the 
necessary  skills  to  carry  out  the  duties  assigned  to  positions. 

Many  factors  affect  the  costs  of  hiring,  motivating  and  keeping 
employees  with  the  needed  skills  have  relevance  to  many  factors. 
The  most  salient  factors  are  listed  as  follows: 


• 


• 


1.  Budget  and  cash  flow. 

2.  The  effectiveness  of  management  in  recruiting  and  selecting 
employees . 

3.  Economic  and  labor  market  conditions. 

4.  Prevalent  social  attitudes. 

5.  Personal  attributes  of  those  recruited,  selected  and 
retained. 

5.   The  nature  of  duties  and  responsibilities  inherent  in  the 
job. 

7.  The  way  management  values  positions  in  relation  to  one 
another. 

8.  The  effectiveness  of  management  in  developing  and  using  the 
skills  of  employees. 

9.  Employee  expectations,  perceptions  and  observations. 

10.  Organizational  attitudes  about  accomplishing  its  goals  and 
objectives. 

11.  Organizational  attitudes  about  motivating  employees  to 
accomplish  its  goals  and  objectives.  (2) 

When  positions  are  designed  someone  must  decide  how  these 
positions  relate  to  one  another  in  terms  of  their  value  to  the 
organization  in  meeting  its  prioritized  goals  and  objectives. 
Currently,  in  the  state,  this  is  done  primarily  by  the 
classification  system,  although  some  relationships  may  have  been 
carried  over  from  pre-system  agency  practices.   Once  the 
relationships  among  the  organization's  positions  are  established, 
it  becomes  the  job  of  pay  administration  to  establish  pay  rates 
and  procedures  for  making  pay  changes. 

There  are  four  dominant  compensation  theories:    the  expectancy 
theory;  the  goal  setting  theory;  the  operant  conditioning  theory; 
and  the  equity  theory. 

1.   "Expectancy  theory  holds  that  the  efficacy  of  additional 
rewards  in  motivating  increased  effort  depends  on  the 
employee's  perception  of  the  value  of  the  rewards  and  the 
employee's  degree  of  confidence  that  increased  effort  will  be 
rewarded.   Under  this  theory,  motivation  is  viewed  within  the 
context  of  modern  statistical  decision  theory:   decisions 
(e.g.  to  act  in  certain  ways)  are  influenced  by  the  decision 
maker's  assessment  of  the  expected  utility  (value)  of  each 
available  option. 


2.  Goal-setting  theory  postulates  that  human  actions  are 
instigated  by  conscious  intentions,  which  are  expressed  as 
specific  goals.   Thus,  a  goal  is  what  an  individual  (or  a 
group)  is  consciously  trying  to  achieve  and  constitutes  the 
most  immediate  determinant  of  performance.   Under  this 
theory,  increased  effort  and  better  performance  can  be 
achieved  by  providing  employees  with  clearer  targets  or  by 
making  targets  harder  to  achieve  (i.e.,  more  challenging). 
External  incentives,  such  as  monetary  rewards,  are  believed 
to  affect  performance  by  inducing  alterations  or  adjustments 
in  an  employee's  goals. 

3.  Operant  conditioning  theory  views  rewards  and  punishments  as 
reinforcers.   The  effectiveness  of  a  reinforcer  depends, 
among  other  things,  on  its  nature  and  its  timing.   This 
theory  holds,  for  instance,  that  to  be  effective  a  reinforcer 
should  be  closely  linked  in  time  with  the  behavior  to  be 
modified. 

4.  Equity  theory  holds  that  if  compensation  is  either  above  or 
below  what  an  employee  perceives  as  equitable,  tension  will 
be  produced.   This  tension  will  lead  the  employee  to  either 
change  the  amount  of  effort  expended  (for  instance,  less 
effort  if  pay  is  perceived  as  being  low,  more  effort  -  or 
better  quality  work  -  if  pay  is  viewed  as  being  high)  or  to 
seek  a  change  in  the  pay  level  itself.   The  worker  judges  pay 
in  terms  of  both  its  absolute  level  and  its  relation  to  the 
pay  of  other  employees."  (3) 

All  of  these  theories  have  some  relevance  to  motivating  employees 
with  pay.   In  fact,  there  is  a  considerable  amount  of  research 
available  that  supports  the  concept  that  higher  performance 
levels  are  achieved  when  pay  is  perceived  by  the  employee  to  be 
contingently  linked  to  employee  efforts.  (4,5)   The  key  to  these 
theories  is  what  the  employee  perceives  in  terms  of  pay 
relationships  and  in  terms  of  relationships  between  performance 
and  pay. 

Thus,  productivity  can  be  enhanced  when  the  employee  perceives 
that  his  pay  is  fair  compared  to  those  within  and  outside  the 
organization,  and  that  his  pay  is  what  he  expected  for  the 
efforts  expended.   On  the  other  hand,  when  an  employee's 
expectations  are  not  realized,  resulting  pay  dissatisfaction  is 
likely  to  lead  to  increased  turnover,  absenteeism,  job 
dissatisfaction  or  a  modification  of  employee  performance.  (5) 

It  is  suggested  that  the  State  establish  a  pay  philosophy  that 
provides  salaries  sufficient  to  recruit  and  retain  qualified 
employees,  but  also  one  that  motivates  employees  to  perform  their 
job  duties  in  a  way  that  best  achieves  the  goals  and  objectives 
of  the  organization.   This  philosophy  should  concern  itself  with 


internal  equity,  external  equity  and  motivating  the  achievement 
of  properly  defined  goals  and  objectives. 

SECTION  2 
Impact  of  the  Development  of  the  State's  Pay  System 

Impact  of  Pay  Plan  Implementation 

The  relevant  legislation  passed  in  1973  had  a  provision  stating 
that  no  employee's  pay  would  be  reduced  upon  implementation  of 
the  Statewide  Classification  and  Pay  Act.   In  addition,  the  pay 
of  those  whose  salary  was  already  on  or  below  the  pay  rate  for 
the  highest  step  (step  13)  had  to  be  set  at  a  step  on  the  pay 
matrix.   These  two  stipulations  resulted  in  most  employees 
getting  pay  raises.   Their  pay  was  raised  to  match  the  pay  of  the 
step  closest  to,  but  above,  their  current  rate  of  pay. 

A  major  benefit  of  the  plan  was  that  it  brought  low  salaries  up 
to  at  least  the  step  one  rates.   However,  implementation  of  the 
system  did  create  some  problems.   In  agencies  that  had  previously 
given  generous  salaries,  employees  were  placed  at  the  higher 
steps  creating  wide  differences  in  pay  between  new  employees 
coming  in  at  step  1  and  pre-1975  employees.   This  could  be  a 
source  of  pay  dissatisfaction  for  such  employees  working  in  close 
proximity. 

General  Pay  Increases  -  Dollars,  Percents  or  Combination 

Since  Fyi977,  most  general  salary  increases  have  been  in  the  form 
of  a  flat  dollar  amount  for  everyone  or,  usually,  a  combination 
of  a  flat  dollar  and  a  percent  increase.   This  has  had  a  tendency 
to  break  down  the  relationships  between  grade  levels  as 
established  by  the  classification  and  pay  system.   This  issue  is 
to  be  discussed  later  under  "Grade  Compression." 

General  pay  increases  should  be  sufficient  to  maintain  a 
productive  employee's  relative  ability  to  purchase  goods  and 
services.   The  term  "relative"  is  used  because  a  pay  system, 
especially  a  government  pay  system,  should  not  be  used  to 
compound  inflationary  pressures  that  are  necessary  for  economic 
equilibrium.   For  example,  salaries  should  not  be  raised 
sufficently  to  counteract  fuel  prices  when  these  higher  prices 
are  needed  to  curb  unnecessary  demands  for  fuel.   However,  if  the 
state  does  not  maintain  a  productive  employee's  ability  to 
purchase  goods  and  services  relative  to  others  in  society,  the 
result  is  usually  pay  dissatisfaction.   The  non-productive 
employee  should  be  afforded  an  opportunity  to  at  least  maintain 
his  relative  purchasing  power  should  his  performance  improve. 

Flat  dollar  general  increases  and  marginal  tax  rates  make  it  more 
difficult  to  maintain  an  employee's  relative  purchasing  power 
especially  for  the  higher  level  employees. 


Grade  Compression 

Grade  compression  occurs  when  the  differences  in  pay  between  each 
pay  grade  decreases. 

Table  of  Percent  Increases  from 

One  Gi ade  to  the  Next  at  Step  2  ' 


DEGREE  OF 

GRADE 

FY1975 

FY1983 

COMPRESSION 

4 

9.6% 

6.7% 

30% 

6 

9.8 

7.1 

28 

8  9.6  7.4  23 

10  9.7  7.8  20 

12  9.8  8.1  17 

13  9.7  8.1  16 

14  9.6  9.2  4 

15  9.5  8.8  7 

16  9.6  9.1  5 

18  9.5  9.1  4 

20  9.5  9.2  3 

The  above  table  depicts  grade  compression  as  a  function  of  salary 
differences  for  FY1983  as  opposed  to  those  in  FY1975,  when  the 
classified  pay  matrix  was  originated.   Compression  is  most 
noticeable  in  the  lower  grades.   The  decision  by  the  197^ 
legislature  to  add  0 . 5%  to  the  general  salary  increases  of  grades 
14  and  above  was  instrumental  in  sparing  these  upper  grades  of 
further  compression.   Percentage  adjustments  as  opposed  to  the 
flat  dollar/percentage  combination  in  this  biennium  to  grades  15 
and  above  continued  the  move  to  halt  compression  at  least  at 
these  grade  levels.   (The  fact  that  compression  is  most 
noticeable  in  the  lower  grades  should  not  detract  from  another 
fact  that  since  inception  of  the  classified  pay  matrix  average 
salary  increases  for  lower  grades  have  consistently  exceeded 
those  for  higher  grades.) 

This  discussion  of  grade  compression  is  necessary  so  that  pay 
administration  decision  makers  are  aware  of  it  and  the  following 
implications: 


t* 


1.  Relative  differences  among  the  average  pay  of  state  jobs  were 
established  through  managerial  value  judgments.   If  pay 
differences  change  so  do  the  value  judgments  from  the 
employee's  perspective.   This  could  influence  performance  and 
pay  satisfaction. 

2.  When  a  senior,  lower-graded  employee  is  promoted  to  the  next 
higher  grade,  his  new  salary  often  is  significantly  higher 
than  a  less  senior  employee  who  has  been  in  the  higher  grade 
longer.   At  least  one  pay  expert  believes  that  this  practice 
should  be  encouraged  to  some  extent  (7),  but  probably  not  to 
the  extent  realized  by  the  state's  pay  structure.   This 
expert  and  at  least  one  other  also  suggested  that  promotions 
result  in  a  10  to  15%  pay  raise,  perhaps  even  a  20%  raise. 
(8,9) 

Steps 

The  state  classified  pay  system  has  13  steps.   Progression  is 
automatic  (based  entirely  on  longevity  regardless  of 
performance).   It  takes  all  employees  12  1/2  years  to  reach  the 
maximum  pay  level  for  the  grade  assigned.   The  result  is  a  wide 
distribution  of  salaries  over  the  pay  range  that  has  little 
relationship  to  proficiency  or  performance.   The  steps  are 
usually  perceived,  and  rightly  so,  as  merely  a  portion  of  the 
general  increase.   Employees  can  perceive  no  relationship  between 
their  annual  salary  increases  and  goal  attainment,  reinforcement, 
or  salary  equity.   Very  proficient  new  employees  could  be  working 
side-by-side  with  non-productive  employees  who  are  earning 
substantially  more  money.   In  these  cases,  the  state  is 
motivating  mediocrity  and  creating  pay  dissatisfaction  for  the 
ambitious  employees  that  do  not  have  the  availability  of 
immediate  promotional  prospects. 

Automatic  Step  Increases 

When  the  centralized  pay  plan  took  effect  in  1975,  the  pay  of 
most  employees  was  set  at  step  one  of  the  assigned  grade.   This 
coupled  with  automatic  step  increases  has  resulted  in  a  cluster 
of  employees  gradually  moving  horizontally  on  the  classified  pay 
matrix.   The  following  table  illustrates  the  last  few  years' 
change  in  the  horizontal  distribution  of  employees  on  the 
classified  matrix: 


Percentage  of  All  Classified  Employees 

Steps  Jan.  12,  1979     March  9,    1982 

1,2  32%  34% 

5  26  9 

3,4,6,7  31  34 

8+  11  23 

From  this  illustration,  it  is  conceivable  that  20%  of  all 
classified  employees  will  be  at  step  13  in  slightly  more  than 
four  years.   If  the  pay  system  does  not  make  some  adjustments 
before  then,  the  only  incentive  provided  to  these  employees, 
other  than  promotion,  is  the  general  pay  adjustment  to  maintain 
relative  purchasing  power.   Essentially,  the  ability  to  motivate 
these  people  with  pay  would  be  lost.   Pay  dissatisfaction  could 
also  result  if  general  increases  do  not  sufficiently  offset 
decreases  in  relative  purchasing  power. 

The  average  salary  paid  to  employees  at  a  particular  grade  level 
moves  farther  out  in  the  salary  range  as  the  distribution  of 
steps  changes.   The  farther  the  average  salary  moves  towards  the 
maximum  step,  the  harder  it  becomes  to  maintain  a  workable 
relationship  between  the  hiring  rate  and  the  average  salary  paid 
to  proficient  workers. 

Separate  Pay  Matrices  and  Systems 

The  state  currently  has  employees  paid  under  one  of  several 
different  pay  matrices  and  systems.   Often,  there  are  justifiable 
reasons  for  having  these  distinctions.   The  only  obvious  problem 
that  this  causes  is  that   employees  with  similar  duties  are  paid 
different  wages  under  different  systems. 

Three  examples  of  this  are  as  follows: 

1.  Executive  blue  collar  vs  university  blue  collar  vs  classified 
blue  collar 

2.  Deaf  and  Blind  School  teachers  vs  Institutions'  teachers 

3.  Executive  branch  auditors  vs  Legislative  branch  auditors 

Discrepancies  of  this  sort  often  lead  to  pay  dissatisfaction  that 
could  show  up  in  work  performance,  termination  statistics,  or  as 
witnessed  in  the  last  regular  legislative  session,  in  a  potential 
labor  dispute. 


Pay  Exceptions 

In  \^11 ,    the  pay  rules  specifically  allowed  a  mechanism  for 
management  to  correct  the  most  extreme  pay  problems.   In  all  pay 
systems,  ex;:t;ptions  to  the  rules  should  be  allowed  but  the-: 
exceptions  should  be  limited  to  extreme  p'.-oblem.3  ar.;i  should   t 
be  used  as  a  systexn  for  providing  merit  raises  or  rai;ies  whea^-- .'er 
an  employee  asks  his  svtpervisor  for  a  raise.   Pay  raises  in  these 
latter  cases  are  more  ?  function  of  an  employee's  ability  to 
gamble  or  negotiate  a  higher  salary  than  a  function  of  merit, 
longevity  or  other  reasons. 

The  pay  system  should  be  designed  and  function  to  promote 
effective  management.   For  this  reason,  the  exception  rule  has 
been  changed  to  require  managers  to  justify  pay  exception  on  a 
cost-benefit  basis.   The  next  step  that  should  be  taken  is  pay 
changes  based  on  merit  so  that  all  employees  can  potentially 
benefit  rather  than  just  the  proficient  negotiators. 

Discretionary  Meritorious  Step  Increases 

In  1978,  the  State  Personnel  Division  adopted  a  rule  giving 
department  directors  discretionary  authority  to  grant  up  to  three 
steps  to  5%  of  the  agency's  employees.   Some  managers  chose  to 
use  this  discretion  while  others  chose  not  to.   Most  managers 
that  used  the  system  seemed  to  do  so  in  the  fairest  manner 
possible  and  to  the  most  deserving  employees.   This  statement  is 
based  on  a  review  of  the  reports  provided  by  managers  using  the 
mechanism.   It  is  felt  that  not  everyone  agrees  with  this 
assessment;  however,  most  of  the  feedback  received  by  the 
Personnel  Division  tended  to  be  positive. 

One  reason  for  non-agreement  with  this  positive  assessment  is 
that  one  department  director  abused,  in  some  opinions,  the 
authority.   He  gave  the  increases  to  all  his  top  managers. 
Whether  he  was  justified  in  doing  this  or  not,  the  appearances  of 
these  pay  changes  to  employees  were  probably  quite  negative  and 
resulted  in  some  pay  dissatisfaction  and  employee  and  legislative 
mistrust  of  merit-based  pay  systems  in  general. 

Some  literature  on  the  subject  suggests  that  such  authority 
without  guidelines  or  fair  criteria  to  guard  against  abuse  causes 
more  of  an  overall  demotivating  rather  than  a  motivating  effect. 
(10)   Other  literature  suggests  that  such  informal  merit  pay 
systems  have  had  some  success,  especially  where  managers  making 
these  pay  decisions  were  responsible  for  only  a  small  work  unit 
and  those  same  managers  had  first-hand  understandings  of  the 
different  individual  performances.   In  these  cases,  managers  must 
have  the  tenacity  and  economic  awareness  to  make  these  decisions 
in  the  best  interests  of  the  organization.  (11)   Otherwise,  an 
informal  system  such  as  the  state's  former  system  could  do  more 
harm  than  good.  (12)   This  should  not  imply  performance-based  pay 
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W     systems  in  general  do  not  improve  productivity.   Most  of  the 

literature  suggests  otherwise,  but  the  main  prerequisite  is  an 
MBO,  results-oriented  performance  appraisal  system.  (15)   Merit 
increases  should  then  be  tied  in  a  systematic  way  to  the 
performance  appraisal  system. 

SECTION  3 
xRecommendations  and  Options 

The  following  section  includes  a  number  of  recommendations  and 
options  for  improved  operation  of  the  state's  pay  system.   The 
recommendations  arc  organized  into  three  major  categories 
depending  on  the  type  of  pay  increase  they  involve.   The  three 
categories  are: 

1.  General  pay  increases 

2.  Individual  pay  increases 

3.  Pay  exceptions 

Pay  experts  offer  a  word  of  caution  that  changes  to  pay  systems 
should  only  occur  if  absolutely  necessary  and,  if  necessary, 
should  be  fully  communicated  to  employees.  (14) 

General  Pay  Increases 

1%     General  pay  increases  are  those  adjustments  made  to  the  overall 
grade  levels  within  the  pay  matrix.   These  increases  establish 
the  vertical  levels  and  relationships  of  the  matrix.   Through 
consideration  of  salary  surveys,  collective  bargaining  demands 
and  executive  and  legislative  opinion  a  formula  is  determined 
which  will  increase  each  grade  level  and  establish  a  new  matrix. 
This  formula  has  included  both  a  flat  dollar  increase  and  a 
percentage  increase. 

The  process  for  establishing  the  amount  of  the  general  pay 
increase  appears  to  have  worked  adequately  in  the  past.   The 
process  allows  for  numerous  sources  of  information  and  opinions 
to  impact  the  final  decision.  And  while  there  have  been  some 
problems  with  grade  compression  and  market  comparability,  the 
process  has  shown  the  flexibility  to  react  to  these  problems  with 
corrective  adjustments.   The  majority  of  pay  administration 
problems  experienced  by  the  state  have  involved  individual  (or 
horizontal)  pay  increases  rather  than  the  general  (or  vertical) 
adjustment  to  the  matrix. 

Recommendations 

1.   Continue  the  current  practice  involving  salary  surveys, 
collective  bargaining.  Labor  Relations  Task  Force  and 
legislative  review  to  establish  the  general  increase  to  the 
^         matrix. 


Advantage :   This  is  an  established  process  that  appears 
to  work  adequately  and  allows  information  and  input  from 
a  variety  of  sources. 

2.  Establi  ;h  a  "going  rate"  within  each  pay  grade  which 
corresponds  to  the  average  salary  paid  by  other  employee.^  in 
the  labor  market. 

Advantage :  Provides  a  clear  point  in  each  grade  range 
which  can  be  compared  to  external  markets. 

3.  Take  steps  to  reduce  disparate  pay  practices  between 
different  branches  of  state  government. 

Advantage:   Reduces  pay  dissatisfaction  and  pirating 
between  government  branches. 

Pi sadvantage :   May  require  some  administrative  control 
of  the  executive  branch  over  non-executive  branch 
agencies.   Will  reduce  the  pay  flexibility  of  the 
universities  and  legislative  and  judicial  offices. 

4.  Make  general  pay  increases  in  a  way  which  will  maintain  the 
relationship  between  the  grades. 

Advantage :  Avoids  grade  compression  and  insures  grade 
differences  continue  to  correspond  with  differences  in 
skill  levels. 

5.  Maintain  separate  pay  plans  for  blue  collar,  teachers,  and 
liquor  store  clerks. 

Advantage :   Provisions  of  these  plans  can  be  established 
to  better  suit  the  specific  compensation  needs  of  these 
groups . 

Individual  Pay  Increases 

The  majority  of  complaints  and  problems  associated  with  the 
administration  of  the  state  pay  plan  involve  the  mechanism  for 
individual  pay  increases.   Individual  pay  increases  involve 
within  grade  or  horizontal  adjustments  within  an  existing  matrix. 
Currently,  the  only  mechanisms  for  individual  pay  increases  are 
13  automatic  annual  steps  and  a  statutory  longevity  plan. 

Individual  pay  increases  can  include  a  number  of  separate 
adjustments  including  purchasing  power  increases,  longevity 
increases  and  performance  increases.   These  increases  can  be  in 
addition  to  the  general  matrix  increase  or  be  a  part  of  that 
increase . 
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For  example,  in  1982  the  average  general  increase  to  the  matrix 
was  9  percent.   The  average  employee  received  an  individual 
increase  made  up  of  a  9  percent  purchasing  power  increase  and  a  2 
percent  longevity  increase.   Under  a  different  plan,  the  pay 
grade  could  be  adjusted  8  percent  and  the  average  employee  •■  ithin 
the  pay  range  could  get  a  4  percent  purchasing  pov/er  increatie ,  a 
4  percent  performance  increase  and  a  2  percent  longevity 
increase.   When  pay  increases  are  clearly  distinguished  and 
specified  by  purpose,  motivational  intentions  have  the  greatest 
chance  for  success.  (15,15) 

There  is  an  enormous  number  of  possible  approaches  to 
administering  individual  pay  increases.   The  following 
recommendations  incorporate  some  general  characteristics  of 
desirable  systems. 

Recommendations 

1.  Eliminate  or  modify  the  automatic  annual  increment  and 
replace  it  with  a  procedure  where  advancements  within  a  grade 
range  recognize  accomplishments  on  the  part  of  each 
individual  employee.   (For  example,  each  pay  range  could 
include  points  or  steps  which  correspond  to  successful 
completion  of  probationary  status,  attaining  the  proficiency 
or  "going  rate"  level,  and  sustained  superior  performance.) 

Advantages :   Advancement  through  the  range  could 
represent  recognitions  for  more  than  just  lasting  out 
the  year;  salary  advancements  could  correspond  with 
actual  goal  accomplishment  on  the  job;  and  placement  in 
the  pay  range  is  not  dependent  entirely  on  longevity  but 
includes  recognition  of  performance. 

Disadvantage :   Pay  increases  contingent  upon 
accomplishment  would  be  somewhat  more  difficult  to 
administer  than  automatic  increases. 

2.  Establish  a  "going  rate"  within  each  grade  which  corresponds 
to  the  average  salary  paid  in  the  labor  market  for  jobs  at 
that  skill  level. 

Advantage :   Provides  that  employees  with  similar  levels 
of  proficiency  and  performance  will  be  paid  similar 
salaries . 

3.  Allow  more  rapid  advancement  to  the  "going  rate"  than  current 
matrix. 

Advantages;   Advancement  in  the  range  will  more  closely 
correspond  to  actual  time  required  to  reach  proficiency; 
largest  increases  are  rewarded  to  employees  actually 
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™)  exhibiting  the  greatest  increases  in  capabilities  and 

performance . 

4.  Provide  for  more  rapid  advancement  for  superior  performers. 

Advantages:   Allow  employees  to  advance  to  the  "gom^ 
rate"  at  a  pace  depending  on  their  actual  progress; 
rewards  and  retains  superior  performers. 

Disadvantages:   May  be  more  costly  in  initial  salary 
costs.   However,  these  increased  costs  may  be  outweighed 
by  savings  due  to  improved  productivity  and  reduced 
turnover;  is  more  difficult  to  administer. 

5.  Provide  for  advancement  above  the  going  rate  only  for  those 
employees  who  exhibit  superior  performance  and  require 
continued  superior  performance  in  order  for  an  employee  to 
maintain  their  position  above  the  going  rate. 

Advantages:   Allows  placement  in  the  pay  range  to  be 
dependent  upon  performance  rather  than  longevity; 
reserves  premium  salaries  for  those  employees  who 
exhibit  top  performance;  improves  performance  and 
productivity;  allows  for  reward  and  retention  of 
superior  performers. 

Disadvantage:  Would  require  "red  circling"  salaries  of 
employees  currently  in  the  higher  part  of  the  range  who 
do  not  exhibit  superior  performance. 

6.  Do  not  provide  advancement  to  employees  who  do  not  meet  job 
requirements. 

Advantages:   Discourages  substandard  performance  and 
does  not  provide  rewards  for  substandard  workers; 
encourages  employees  to  seek  out  jobs  more  suited  to 
their  capabilities;  allows  pay  increases  to 
be  concentrated  where  they  will  provide  the  most 
positive  reinforcement  for  superior  performance. 

Di sadvantage :  Requires  difficult  decisions  on  the  part 
of  supervisors  who  appraise  performance. 

7.  Provide  at  least  a  portion  of  a  performance  increase  as  an 
increase  to  base  pay. 

Advantages :   Improved  performance  may  involve  a  number 
of  factors  including  improvement  in  an  employee's 
capabilities,  on-going  superior  level  of  work 
characteristic  of  employee's  skills  and  motivation,  and 
^^  periodic  superior  performance  due  to  isolated 

^^  motivational  or  situational  factors.   Bonus  increases 
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alone  do  not  address  the  first  two  factors  and  do  not 
allow  supervisors  to  adequately  distinguish  between 
employees  with  different  capabilities.   Provides  for 
better  retention  of  the  more  capable  employees  who 
exhibit  a  consistent  level  of  superior  performance. 

Disadvantage :   Increases  to  base  pay  are  difficult  to 
revoke  if  performance  subsequently  declines. 

8.  Provide  a  portion  of  a  performance  increase  as  one  lump  sum 
or  bonus. 

Advantages :   Is  less  costly  than  increases  to  base  pay; 
is  often  perceived  as  a  larger  increase  than  if  the  same 
dollars  were  spread  over  many  pay  checks;  does  not 
affect  future  raises. 

9.  Provide  a  larger  portion  of  an  individual  pay  increase  as 
performance  pay  for  those  employees  at  the  higher  grades  and 
a  smaller  portion  for  those  employees  at  the  lower  grades. 
The  larger  portion  of  an  individual  pay  increase  at  the  lower 
grades  would  be  longevity  pay. 

Advantages :   Recognizes  that  employees  at  the  higher 
grades  can  potentially  have  more  impact  on  the  level  of 
the  organization's  output  than  employees  at  the  lower 
grades;  allows  incentive  pay  to  be  applied  to  the  lower 
grades  without  causing  large  differences  in  salary. 

Other  Options 

1.   Grant  individual  increases  every  6  months  rather  than 
annually. 

Advantages:   Can  be  less  costly;  provides  raises  and 
motivation  more  frequently;  increases  purchasing  power 
more  gradually  in  line  with  cost  of  living  increases. 

Disadvantage:   More  difficult  to  administer  and  budget 
for. 

Pay  Exceptions 

Improvements  in  the  mechanisms  for  granting  individual  pay 
increases  should  greatly  reduce  the  need  for  individual  pay 
exceptions.   Occupational  pay  exceptions  may  still  be  required  if 
the  hiring  rate  for  a  particular  occupation  significantly  exceeds 
that  rate  established  for  its  assigned  grade  level.   Both  types 
of  exceptions  will  still  be  necessary  under  any  new  plan. 
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Recommendation 

1.   Continue  to  allow  individual  exceptions  and  occupational 

grade  exceptions  but  only  in  those  extreme  cases  which  cannot 
be  addressed  by  the  normal  workings  of  an  improved  pay  plan. 

SECTION  4 
Sample  Pay  Systems  for  State  Employees 

The  following  section  includes  examples  of  pay  plans  which 
incorporate  to  varying  degrees  the  recommendations  in  the 
preceding  section.   We  have  presented  a  plan  which  includes  steps 
and  a  plan  which  does  not.   While  the  plan  without  steps  provides 
greater  flexibility  and  comes  closer  to  implementing  the 
recommendations  of  the  preceding  section,  it  also  is  a  greater 
departure  from  current  practice. 

Plan  A 
(Sample  Plan  with  Open  Ranges) 

Elimination  of  the  within  grade  steps  and  replacing  them  with 
continuous  ranges  allows  considerably  more  flexibility  in 
applying  the  recommendations  made  earlier  in  this  paper.   Open 
range  plans  apply  specific  rules  or  formulas  to  determine  the 
amount  of  individual  increase.   These  rules  usually  take  into 
account:   1)  the  employee's  level  of  performance;  2)  the  current 
position  in  the  pay  range;  and  3)  the  grade  level  they  are 
assigned  to.   The  rules  may  be  varied  to  accommodate  different 
levels  or  groups  within  the  pay  plan.   For  example,  the  level  of 
performance  could  account  for  a  larger  part  of  the  individual 
increase  at  the  upper  grades. 

Figure  I  (A) ; 
Average  Individual  Salary  Increase 

Portion  of  Increase  Due  to  Performance  Pay 
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The  most  common  form  of  open  range  plans  is  the  midpoint 
approach.   In  this  type  of  plan,  the  midpoint  of  the  range  is  the 
"going  rate."   Employees  can  advance  quite  easily  and  rapidly  up 
to  the  going  rate,  but  advancement  beyond  the  midpoint  is  quite 
difficult.   The  portion  of  the  range  above  the  midpoint  is 
reserved  for  employees  who  exhibit  superior  performance.   An 
employee  positioned  above  the  midpoint  whose  performance 
subsequently  declines  will  not  maintain  their  relative  position 
in  the  range  and  will  gradually  move  back  towards  the  midpoint. 


Figure  II  (A) 
Midpoint  Plan 
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Rate  of  Advancement  Through  the  Pay  Range  Based  on 
Performance  and  Position  in  Range 

In  a  midpoint  plan,  the  largest  portion  of  employees  are 
distributed  quite  closely  around  the  midpoint  or  going  rate. 
Relative  position  in  the  range  is  a  factor  of  performance  level. 
The  larger  the  effect  of  performance  in  the  individual  pay 
increase,  the  greater  the  dispersion  of  salaries  around  the 
midpoint.   If  the  relationship  in  Figure  I  (A)  is  applied, 
salaries  at  grade  25  would  be  considerably  more  varied  than  those 
at  grade  1 . 


15 


Figure  III  (A) 
Distribution  of  Salaries  Around  Midpoint 


6-eAOE    2^        X 


MiOpOiW^ 


M^-Jf  , 


o-Cf^'oe.    I 


Ml«^. 


MIOPbi»0T 


Performance  Based  Pay  Increases  Cause  a  Larger 
Dispersion  of  Salaries  Around  the  Going  Rate 

The  federal  government  has  proposed  a  variation  of  the  midpoint 
plan  which  divides  each  pay  range  into  3  parts.   The  central 
portion  represents  the  going  rate  or  market  rate.   This  approach 
will  gradually  position  employees  in  the  pay  range  based  upon  the 
level  of  performance. 

Figure  IV  (A) 
Position  in  the  Pay  Range  for  Performers  Who: 
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The  largest  portion  of  experienced  employees  will  fall  within  the 
center  section  of  the  range  and  their  salaries  will  approximate 
the  going  rate  for  the  pay  range.   Employees  who  do  not  meet  job 
requirements  will  not  advance  from  the  minimum  end  of  the  range 
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and  eraployees  who  consistently  exceed  job  requirements  will 
eventually  be  paid  in  the  maximum  end  of  the  range. 

Underlying  these  approaches  is  the  concept  that  two  employees 
whose  contribution  to  the  organization  differ  significantly  are 
never  worth  the  same  dollars  to  the  organization  regardless  of 
length  of  service. 

Figure  V  (A) 
Modified  Open  Range  Plan 
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Salary  Advancement  Through  a  3-Part  Open  Range  Plan 

In  the  3-part  open  range,  the  33rd  percentile  and  the  67th 
percentile  represent  salary  ceilings  rather  than  the  midpoint. 
An  employee's  performance  must  exceed  specific  levels  for  them  to 
advance  past  these  points. 
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Advantages  of  Open  Pay  Range  Plan: 

Open  ranges  allow  a  clear  distinction  between  the 
mechanisms  for  determining  general  pay  increases  and  the 
mechanisms  for  individual  pay  increases. 

Is  is  much  easier  to  pay  a  poor  performer  less  than  ^che 
general  increase  if  there  are  no  steps. 

It  is  easier  to  make  general  pay  increase  decisions 
independently  from  individual  pay  increase  decisions. 
(For  example,  the  adjustment  of  one  grade  level  to 
counteract  compression  does  not  automatically  pass  that 
adjustment  on  to  each  employee  within  the  grade  range.) 

There  is  greater  flexibility  in  how  the  individual  pay 
increases  or  performance  pay  will  be  administered  for 
particular  levels  or  groups  within  the  pay  plan. 

Allows  finer  distinction  to  be  made  in  adjusting 
individual  salaries. 

Accommodates  pay  exceptions  more  easily  because  the  pay 
formulas  will  apply  wherever  an  employee  is  placed 
within  the  range. 

It  is  easier  to  make  modifications  to  the  system  in  the 
future  to  accommodate  new  or  changing  demands. 

Disadvantages  of  Open  Range  Pay  Plan: 

Involves  a  greater  divergence  from  current  practice. 

Is  more  difficult  to  administer  than  a  step  plan  and 
budgeting  and  costing  may  be  somewhat  more  difficult. 

Distributing  Performance  Pay  in  an  Open  Range  Pay  System 

There  are  two  basic  approaches  to  distributing  performance  pay  in 
an  open  range  system.   Both  these  approaches  are  designed  to 
distribute  a  fixed  amount  of  performance  pay  and  can  be  used  to 
control  the  performance  pay  budget.   Systems  which  do  not  include 
one  of  these  two  approaches  usually  have  a  difficult  time 
forecasting  and  controlling  their  performance  pay  budget.   The 
two  approaches  are:   1)  the  percentage  matrix  and  2)  the  point 
matrix. 

1.   The  Percentage  Matrix: 

The  percentage  matrix  approach  simply  involves  setting  a 
specific  percentage  increase  for  performance  pay  dependent 
upon  the  employee's  level  of  performance  and  their  position 
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in  the  matrix.   The  percentage  figures  in  Figures  VI  (A)  and 
VII  (A)  represent  the  performance  increase  for  the  employee 
which  would  be  in  addition  to  any  purchasing  power  increase 
paid  at  their  grade  level.   (The  matrix  values  would  have  to 
be  adjusted  depending  upon  what  proportion  of  the  individual 
pay  increase  was  allocated  to  performance  at  a  particul;?.- 
grade  level.   See  Figure  I  (A).) 

Figure  VI  (A) 

Sample  Percentage  Matrix  for  Midpoint  Plan 

Percentage  Increase  Due  to  Performance 

Performance  Level         Below  Midpoint   Above  Midpoint 

Far  Exceeds  Requirements 
Exceeds  Requirements 
Meets  All  Requirements 
Meets  Minimum  Requirements 
Fails  Requirements 

*     No  increase  can  be  given  that  raises  the  employee's 
salary  above  the  midpoint. 

Figure  VII  (A) 
Sample  Percentage  Matrix  for  3-Part  Open  Range  Plan 
Percentage  Increase  Due  to  Performance 

Performance  Level         Lower 

Far  Exceeds  Requirements    5% 
Exceeds  Requirements        4% 
Meets  All  Requirements      3% 
Meets  Minimum  Requirements  2%@ 
Fails  Requirements         0% 

Note:   No  increase  may  be  given  that  raises  the 
employee's  salary  above  the: 

*     33rd  percentile 
@    67th  percentile 

In  order  to  control  the  performance  pay  budget  using  a 
percentage  matrix  approach,  employees  must  be  "force  ranked" 
among  the  five  performance  levels.   This  requires  a  forced 
distribution  of  employees  so  that  for  every  employee  at  the 
highest  level  there  must  be  one  employee  at  the  lowest  level. 
This  insures  that  an  average  increase  can  be  calculated  for 
performance  pay.   The  disadvantage  of  "forced  ranking"  is 
that  it  requires  a  certain  portion  of  employees  be  ranked  at 
each  performance  level  even  if  this  distribution  is  not 
representative  of  actual  performance  in  the  organization. 
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The  second  approach  to  distributing  performance  pay  avoids 
the  "forced  ranking"  problem. 

The  Point  Matrix: 

The  point  matrix  approach  determines  and  distributes 
performance  pay  monies  by  means  of  points  for  performance. 
With  a  single  set  of  computations  the  point  matrix 
automatically  reconciles  the  total  amount  of  performance  pay 
increases  with  the  available  performance  pay  fund  (except 
when  limits  such  as  the  maximum  rate  of  the  range  or 
performance  salary  ceilings  are  exceeded. )   Points  are 
assigned  to  each  employee  based  upon  the  employee's 
performance  level  and  position  in  the  pay  matrix  according  to 
the  matrix  shown.   (The  point  values  in  the  matrix  must  be 
adjusted  to  account  for  the  percentage  difference  in  dollars 
between  grade  levels  and  if  different  proportions  of 
performance  pay  are  awarded  for  different  grade  levels  or 
groups.   See  Figure  I  (A).) 

Figure  VIII  (A) 
Sample  Point  Matrix  for  Midpoint  Plan 

Performance  Level  Below  Midpoint    Above  Midpoint 

Far  Exceeds  Requirements  3.0  2.0 

Exceeds  Requirements  2.25  1.5 

Meets  All  Requirements  1.5*  1.0 

Meets  Minimum  Requirements        .75*  .5 

Fails  Requirements                0  0 

*    No  increase  may  be  given  that  raises  the  employees 
salary  above  the  midpoint. 

When  points  have  been  assigned  to  all  employees,  the  points 
are  totalled  and  divided  into  the  available  performance  pay 
fund.   The  result  is  the  number  of  dollars  available  for  each 
performance  point. 

The  point  matrix  approach  does  not  require  a  forced  ranking 
of  employees  yet  it  allows  operation  of  a  performance  pay 
plan  within  a  fixed  performance  pay  budget. 
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Plan  B 
(Sample  Plan  With  Steps) 

Plan  B  attempts  to  incorporate  the  same  mechanisms  as  the  open 
range  plan  but  with  the  addition  of  set  steps  within  each  grade 
range . 

Figure  I  (B) 
Sample  Matrix  for  Step  Plan 


Grade    Step  1   Step  2 


Step  X   Step  x(l)   Step  x(2)   Step  x(3) 


12 
13 


14,807      15,589 
16,060      16,905 


17,300      18,033  18,795  19,589 

18,752      19,544  20,368  21,225 


Probationary 
Step 


Going 
Rate 


Preru-um  Pay 


1.  Advancement  from  step  1  to  step  2  is  dependent  upon 
successful  completion  of  a  probationary  period. 

2.  The  rate  of  advancement  from  step  2  to  step  x  is  dependent 
upon  the  level  of  performance.  A  superior  performer  might 
get  2  or  more  steps  while  a  low  performer  would  get  no  steps. 

3.  Step  X  would  be  established  as  the  "going  rate"  by  comparison 
to  average  salaries  paid  by  other  employers  in  the  market 
area. 

4.  Advancement  to  step  x  would  only  take  a  few  years  on  the 
average,  but  advancement  beyond  step  x  would  not  be  allowed 
without  superior  performance. 

5.  Employees  previously  placed  beyond  step  x  who  no  longer 
exhibited  superior  performance  could  be  reduced  a  step. 

6.  The  number  of  employees  receiving  additional  steps  or 
advancement  beyond  the  going  rate  would  be  limited  to  a 
specific  proportion  of  agency  employees. 

*     The  performance  steps  (steps  x( 1 ) , (2 ) , ( 3 ) )  could  be 
supplemented  or  replaced  by  lump-sum  bonuses. 
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Advantages  of  a  Plan  With  Steps: 

Plan  incorporates  recommendations  from  previous 
section. 

Established  steps  allow  for  ease  of  administration 
and  employees  can  see  their  location  on  the  matrix. 

Plan  could  possibly  be  accommodated  to  current  13 
step  matrix. 


Disadvantages  of  a  Plan  With  Steps: 

With  set  steps  it  is  difficult  to  adjust  matrix 
with  general  increase  without  adjusting  individual 
salaries . 

It  is  difficult  to  give  a  poor  performer  less  than 
the  general  increase.   This  requires  taking  away 
steps  previously  granted. 

A  step  plan  is  difficult  to  modify  to  accommodate 
new  demands  for  individual  pay  mechanisms. 

Use  of  a  point  matrix  approach  for  distribution  of 
performance  pay  is  very  difficult  except  with 
bonuses,  therefore  some  form  of  forced  ranking  of 
employees  is  necessary. 
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APPENDIX 


Evolution  of  the  Centralized  State  Pay  Plan 
Chronology  of  Events 

I .  The  situation  that  existed  prior  to  January  1,  1975  is  as 
follows : 

A.  Pay  systems  were  decentralized  within  the  various 
agencies.   Inequities  existed  among  employees  of 
different  agencies  performing  similar  job  duties. 

B.  State  law  passed  in  1973  instructed  the  Department  of 
Administration  (D  of  A)  to  "develop  a  wage  and  salary 
plan  for  presentation  to  the  1975  legislature."   In 
doing  this,  D  of  A  conducted  the  first  state  salary 
survey  in  the  interim.   From  the  survey,  D  of  A  proposed 
a  pay  system  for  presentation  to  the  legislature  that 
included  the  following  major  elements: 

Administration  Proposal  to  44th  Legislature 

1.  25  pay  grades  or  skill  levels  that  were  developed 
by  the  interim  study  of  state  job  classifications. 

2.  8  pay  rates  or  steps  (through  8)  corresponding  to 
each  pay  grade.   Step  3  rates  were  established  by 
the  salary  survey  as  "recommended  going  rates"  for 
the  fiscal  year  ending  June  30,  1975  (FY1975).   The 
differentials  between  grades  were  about  9.7%  while 
the  differentials  between  steps  up  to  the  increment 
between  steps  4  and  5  were  4.75%.   The  remaining 
step  differentials  were  3%. 

3.  Progression  from  one  step  to  another  was  to  be 
automatic  unless  sub-standard  performance  was 
documented.   Step  1  was  the  hire  rate  for  each 
grade.   Normally,  the  employee  was  to  go  from  step 
one  to  step  two  after  the  first  six  months. 
Advancement  to  steps  3,  4  and  5  was  to  be  at  yearly 
intervals.   Steps  6,  7  and  8  were  to  be  longevity 
steps  eacg  representing  4  years  of  state  service. 

4.  This  new  statewide  pay  schedule  was  to  be  effective 
January  1,  1975  through  June  30,  1975. 

II .  January  1,  1975  through  June  30,  1977  -  44th  Legislature 

A.    HJR  37  passed  during  the  1975  legislative  session.   It 
established  the  first  statewide  pay  matrix  for 
classified  employees.   This  first  pay  matrix  was 
retroactive  and  covered  time  worked  between  January  1, 
1975  through  June  30,  1975.   With  the  following 
adjustments,  this  first  matrix  contained  the  major 
elements  of  the  schedule  recommended  by  D  of  A. 


1.  The  salary  rates  proposed  for  grade  2  became  the 
rates  for  grade  3,  those  for  grade  3  became  the 
rates  for  gipade  4  and  so  on. 

2.  The  proposed  step  8  rates  were  eliminated. 

3.  Half  steps  were  added  between  steps.   Rates  for 
these  steps  were  the  mid-points  of  each  adjacent 
step.   For  example,  step  6  1/2  (later  called  step 
12)  equalled  step  6  plus  step  7  divided  by  two. 
The  matrix  now  had  13  rather  than  8  steps.   This 
applied  only  to  grades  through  13. 

4.  At  grades  14  through  25,  there  were  $300  annual 
increments  between  steps  including  half  steps  up  to 
step  6  (later  called  step  11).   For  example,  the 
grade  14,  step  1  annual  salary  was  $13,116  while 
the  step  2  salary  was  $13,416  -  $300  greater. 
Beyond  step  6  (later  called  step  11),  the  last  two 
increments  were  $150. 

5.  The  service  requirement  for  progressing  from  step  1 
to  step  1  1/2  (later  called  step  2)  was  increased 
from  six  months  to  one  year. 

B.  For  the  FY1976  matrix,  each  salary  was  increased  by 
5.012  percent. 

C.  For  the  FY1977  matrix,  each  salary  was  increased  by 
4.057  percent. 

D.  During  this  time  period,  each  eligible  employee  received 
a  $10  contribution  per  month  to  partially  offset  health 
insurance  premiums. 

Ill .  July  1,    1977  through  June  30,  1979  -  45th  Legislature 

A.  HB  834  passed  the  1977  session  and  set  into  law  the 
classified  pay  matrices  for  FY1978  and  FY1979.   With 
this  bill,  the  matrices  included  the  state  insurance 
contributions . 

B.  FY1978  step  1  salaries  less  insurance  were  $416  greater 
than  FY1977  step  1  salaries  less  insurance.   Salaries 
for  step  2  and  above  were  calculated  by  adding  $416  to 
the  FY1977  salary  (less  insurance)  for  the  next  lower 
step  and  then  multiplying  the  result  by  1.0235.   For 
example,  the  FY1978  salary  for  grade  12,  step  5  equalled 
$416  plus  the  FY1977  grade  12,  step  4  salary  times 
1.0235.   FY1978  insurance  contributions  were  $20  per 
month.   Thus,  $240  for  insurance  was  added  to  each 
matrix  element. 


C.  FY1979  step  1  salaries  less  insurance  were  $458  greater 
than  FY1978  step  1  salaries  less  insurance.   Salaries 
for  step  2  and  above  were  calculated  by  adding  $458  to 
the  FY1978  salary  (less  insurance)  for  the  next  lower 
step  and  then  multiplying  the  result  by  1.0235.   FY1979 
insurance  contributions  ^were  $30  per  month.   Thus,  .5o60 
was  added  to  each  matrix  element. 

D.  By  administrative  rule  as  of  July  1,  1977,  department 
directors  could  request  D  of  A  to  approve  step 
exceptions  to  the  pay  rules  to  address  recruitment, 
retention  or  other  unusual  pay  problems. 

E.  In  November,  1978,  D  of  A,  by  administrative  rule, 
allowed  department  directors  authority  to  grant  up  to  5% 
of  the  employees'  meritorious  step  increases  of  up  to  3 
steps  per  employee.   This  and  other  merit  proposals  were 
rejected  by  the  1979  legislature.   Therefore,  this  merit 
rule  did  not  exist  after  June  30,  1979. 

IV.  July  1,  1979  through  June  30,  1981  -  46th  Legislature 

A.  HB  891  passed  the  1979  session  and  set  the  classified 
pay  matrices  for  FY1980  and  FY1981.   This  bill  also 
established  as  law  the  pay  matrices  for  institutional 
teachers,  blue  collar  crafts,  and  liquor  store 
employees  that  had  been  negotiated  in  previous  years. 

B.  In  establishing  the  FY1980  classified  matrix,  the 
following  changes  were  made  to  FY1979  salaries: 

1.  3%  was  first  added  to  all  step  2  FY1979  salaries 
plus  insurance.   $360  was  then  added  to  each  of  the 
results . 

2.  Step  1  salaries  were  caculated  as  95%  of  the  new 
step  2  salaries.   The  service  requirement  for 
advancing  to  step  2  was  changed  from  one  year  to 
six  months.   Steps  3  and  above  were  1.02  times  the 
salary  established  for  the  previous  step. 

3.  An  additional  one-half  of  1%  was  added  to  all  those 
salaries  plus  insurance  in  grades  14  and  above. 

4.  All  of  the  resultant  salary  anounts  included  $600 
in  annual  insurance  contributions. 

C.  FY1981  salaries  were  calculated  from  FY1980  salaries 
plus  insurance  in  exactly  the  same  manner  as  were  FY1980 
salaries  from  FY1979  salaries.   All  of  the  resultant 
FY1981  salaries  included  $720  in  annual  insurance 
contributions. 

V.  July  1,  1981  through  June  30,  1983  -  47th  Legislature 


A.    HB  840  passed  during  the  1981  regular  session  which 

deleted  the  pay  matrices  from  the  law  and  instructed  the 
Governor  to  develop  these  matrices  in  a  manner  that  will 
cost  no  more  than  the  amount  appropriated  for  pay  raises 
during  the  biennium.   The  Governor  chose  to  implement 
those  matrices  that  developed  as  a  result  of  the 
bargaining  agreements  that  had  already  been  endorse-  by 
state  management. 

E.    In  establishing  the  FY1982  classified  matrix,  the 
following  changes  were  made  to  FY1981  salaries: 

1.  For  grades  through  grade  14,  5%  was  first  added  to  all 
step  2  FY1981  salaries  plus  insurance.   $675  was  then 
added  to  each  of  the  results. 

2.  For  grades  above  grade  14,  8.7%  was  added  to  all  step  2 
FY1981  salaries  plus  insurance. 

3.  Step  1  salaries  were  calculated  as  95%  of  the  new  step  2 
salaries.   Steps  3  and  above  are  1.02  times  the  salary 
established  for  the  previous  step. 

4.  All  resultant  salary  amounts  include  $840  in  annual 
insurance  contributions. 

C.    FY1983  salaries  were  calculated  from  FY1982  salaries  in 
the  same  manner  as  were  FY1982  salaries  from  FY1981 
salaries.   The  sole  exception  is  that  after  step  2 
salaries  plus  insurance  through  grade  14  were  increased 
by  5%,  $725  rather  than  $675  was  added  to  each  result. 
All  of  the  resultant  FY1983  salaries  include  $950  in 
annual  insurance  contributions. 
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